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THE  BUSINESS  MANAGEMENT  SERVICE  OF  THE  UNIVERSITY 
OF  ILLINOIS  was  established  January  1,  1948,  to  aid  Illinois 
businessmen  in  solving  their  problems  of  management  and 
to  serve  as  a  clearing  and  distribution  agency  for  new  man¬ 
agement  ideas  and  techniques.  Drawing  upon  its  staff  of 
specialists  skilled  in  various  management  areas,  the  Service, 
through  research,  analysis  of  new  management  materials, 
and  consultation  with  businessmen,  gathers  information 
which  will  help  the  businessman  to  operate  efficiently  and 
profitably. 

This  information  is  collected,  interpreted,  and  integrated 
by  staff  members  of  the  Business  Management  Service  and 
is  passed  on  to  Illinois  businessmen  through  eight  channels: 
(1)  meetings  and  conferences  held  in  various  centers 
throughout  the  state  and  on  the  University  of  Illinois 
campus,  (2)  local  groups  and  organizations  cooperating 
with  the  Business  Management  Service,  (3)  individual  coun¬ 
seling,  (4)  extension  courses,  (5)  surveys,  (6)  research 
and  library  service,  (7)  correspondence,  (8)  publication  of 
bulletins  such  as  this  one. 

If  you  have  a  problem  in  business  management  or  if  you 
are  interested  in  knowing  more  about  the  facilities  of  the 
Business  Management  Service,  write  to  the  Director,  Busi¬ 
ness  Management  Service,  College  of  Commerce,  University 
of  Illinois,  Urbana,  Illinois.  Your  name  will  he  added  to  the 
mailing  list,  and  bulletins  which  are  believed  to  be  of  inter¬ 
est  to  you  will  he  sent  as  they  are  published. 

HOWARD  R.  BOWEN,  Dean  of  College  of  Commerce  and 
Business  Administration. 

EARL  P.  STRONG,  Director  of  the  Business  Management 
Service. 
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INTRODUCTION 


Accounting  does  not  exist  because  of  any  value  it  has  in 
itself:  it  is  merely  a  means  to  an  end.  That  end  may  he  said 
to  be  twofold:  the  recording  of  historical  data  and  the  con¬ 
trolling  of  the  operations  of  a  business.  Accounting  may  he 
thought  of  as  the  nervous  system  of  a  business,  furnishing 
management  with  the  basis  for  deciding  how  best  to  use  its 
funds  for  minimizing  costs  and  augmenting  profits.  It  is 
not  something  to  he  done,  but  something  to  be  used. 

To  control  the  operations  of  a  business,  whether  it  he  a 
gigantic,  complex  corporation  or  a  struggling  individual 
proprietorship,  it  is  necessary  to  know  all  the  facts.  Account¬ 
ing  may  not  he  able  to  tell  how  to  achieve  an  increase  in 
sales,  but  it  can  tell  that  an  increase  in  sales  of  one  dollar  is 
not  efficient  if  it  costs  one  dollar  and  ten  cents  to  bring  it 
about.  It  is  the  net  results  that  count. 

The  dairy  industry  and  each  individual  producer  may  he 
able  to  achieve  better  control  and  greater  profits  by  a  plan 
consisting  of  three  objectives. 

1.  Profit  and  Loss  Statements  based  on  a  uniform  ac¬ 
counting  classification. 

2.  Comparison  of  all  expenses  and  unit  costs  with  other 
dairies. 

3.  Plant  cost  accounting  based  on  butter  fat  content. 

This  bulletin  is  concerned  with  the  first  point  in  the  plan 

since  it  is  a  necessary  prerequisite  to  the  other  two.  Future 
bulletins  will  deal  with  the  last  two  objectives. 

The  system  presented  here  is  designed  not  only  to  give  a 
basis  for  recording  past  transactions  but  also  to  give  a  basis 
for  the  control  of  the  operations  of  a  dairy.  The  intent  lias 
been  to  keep  the  system  as  simple  as  possible  while  achiev- 


ing  these  two  objectives.  The  purpose  has  not  heen  to  pro¬ 
vide  a  system  which  is  to  he  rigidly  followed  at  all  costs. 
Each  producer  will  have  individual  problems  of  his  own  to 
which  the  accounting  will  have  to  he  adjusted. 

CLASSIFICATION  OF  ACCOUNTS 

BASIC  PLAN 

The  fundamental  plan  of  this  system  is  the  distribution 
of  costs  and  expenses  between  three  departments:  proces¬ 
sing  and  manufacturing;  selling  and  delivery;  and  admin¬ 
istrative.  The  distribution  is  accomplished  principally 
through  the  use  of  a  greater  number  of  accounts.  For  ex¬ 
ample,  there  will  he  three  supplies  accounts,  one  for  each 
of  the  departments,  rather  than  one  account  accumulating 
the  supplies  expense.  For  the  most  part,  the  individual 
accounts  can  he  charged  at  the  time  payment  is  made. 
However,  certain  fixed  expenses  will  have  to  he  distributed 
to  the  various  departments.  This  distribution  may  he  re¬ 
duced  to  a  minimum  of  elfort  by  the  preparation  of  sched¬ 
ules  at  the  beginning  of  a  year. 

The  advantage  of  this  plan  is  that  the  costs  of  the  natural 
functions  of  a  plant  are  obtained  without  undue  complica¬ 
tions  in  the  recording  of  the  information.  In  addition, 
greater  control  over  costs  may  be  achieved  through  com¬ 
parisons  with  other  plants  using  the  same  basic  system. 

ACCOUNTS  REQUIRED 

The  accounts  listed  here  are  illustrative  of  those  that  will 
he  required  under  the  system  presented.  Each  producer 
may  want  to  increase  or  decrease  the  number  of  accounts  in 
order  to  meet  his  own  needs.  For  example,  if  a  separate 
accounting  for  store  operations  is  desired,  a  department 
may  he  set  up  for  store  expenses,  making  a  total  of  four 
departments  rather  than  the  three  presented  here. 
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ACCOUNT  TITLES 


ASSETS  LIABILITIES 


Acct.  No.  Title 

Acct.  No.  Title 

1 

Cash 

50 

Notes  Payable 

2 

Petty  Cash 

51 

Loans  Payable 

3 

Notes  Receivable 

52 

Accounts  Payable 

4 

Accounts  Receivable 

53 

Milk  Tickets 

4a 

Reserve  for  Bad  Debts 

54 

Store  Bottles 

6 

Inventory  -  Dairy  Products 

55 

Accrued  Payroll 

7 

Inventory  -  Plant  Mat’ls  & 

56 

Accrued  Taxes 

Supplies 

57 

FOAB  Tax  Payable 

8 

Inventory  -  Containers 

58 

Withholding  Tax  Payabl 

9 

Inventory  -  Store  Merchandise 

59 

SS  Tax  Payable 

10 

Inventory  -  Other  Supplies 

60 

SU  Tax  Payable 

15 

Land 

61 

OE  Tax  Payable 

16 

Buildings 

65 

Capital  Account 

16a 

Res.  for  Dep.  -  Buildings 

(or  Capital  Stock) 

17 

Dairy  Machinery  and 

66 

Drawing  Account 

Equipment 

67 

Profit  &  Loss 

17a 

Res.  for  Dep.  -  Dairy  Mach. 

&  Eqiup. 

18 

Office  Furniture  &  Fixtures 

18a 

Res.  for  Dep.  -  Off.  Furn.  & 

Fix. 

19 

Automobiles  &  Trucks 

19a 

Res.  for  Dep.  -  Autos  &  Trucks 

20 

Store  Equipment 

20a 

Res.  for  Dep.  -  Store 

Equipment 

21 

Leasehold  Improvements 

25 

Prepaid  Insurance 

26 

Prepaid  Taxes 
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PROFIT  AND  LOSS  ACCOUNTS 


Acct.  No.  Title 


Acct.  No.  Title 


1 00  Sales 

1  Store  Sales 

2  Dairy  Product  Sales  -  Retail 

3  Dairy  Product  Sales  - 

Wholesale 

4  Ice  Cream  Sales 

5  Sundry  Sales 

10  Discounts  and  Allowances 

200  R  aw  Materials  Purchased 

1  Milk  Purchased 

2  Cream  Purchased 

3  Mix  Purchased 

220  Products  Purchased  for 
Resale 

230  Freight-Iu 

300  Plant  Expenses 

1  Labor 

2  Manufacturing  Supplies 

3  Repairs 

4  Power 

5  Depreciation  -  Buildings 

6  Depreciation  -  Equipment 

7  Rent 

8  Insurance 


9 

18 

400 

1 

2 

3 

4 

5 

18 

500 

1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

18 


Taxes 

Miscellaneous 

Container  &  Package 
Supplies 

Glass  Bottles 

Paper  Bottles 

Caps 

Cases 

Cans 

Miscellaneous 

Selling  &  Delivery  Expense 

Labor  &  Commissions 

Supplies 

Repairs 

Power 

Depreciation  -  Autos  &  Trucks 

Depreciation  -  Store 
Equipment 

Rent 

Insurance 

Taxes 

Fuel  (Oil  &  Gas) 

Advertising 

Miscellaneous 
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Acct.  No.  Title 

600  Administrative  Expenses 

1  Salaries 

2  Supplies 

3  Telephone  &  Telegraph 

4  Power 

5  Dep.  -  Office  Furn.  &  Fix. 

6  Bad  Debts 

7  Rent 

8  Insurance 

9  Taxes  (FOAB,  S.S.,  SUT,  etc.) 

10  Over  &  Short 

1 1  Donations 


BOOKKEEPING  METHODS 

The  records  for  accumulating  the  expenditures  normally 
occurring  in  the  operation  of  a  dairy  plant  may  he  roughly 
classified  into  two  main  groups:  those  required  for  the 
fixed  expenses  and  those  required  for  the  variable  expenses. 
In  recording  and  distributing  the  fixed  expenses  a  deprecia¬ 
tion  schedule,  an  insurance  register,  and  a  tax  schedule  are 
used. 

A  Cash  Disbursements  and  Voucher  Register  and  a  Cash 
Receipts  and  Sales  Journal  are  the  two  principal  records 
used  in  recording  and  distributing  other  transactions.  See 
the  graphic  illustration  of  the  system  (attached  to  back 
cover)  for  the  suggested  layout  of  these  forms  and  for  a 
general  picture  of  the  accounting  operations. 


Acct.  No. 


Title 


12  Postage 

13  Dues  &  Subscriptions 

14  Professional  Services 

18  Miscellaneous 

700  Other  Income 

1  Interest  Income 

2  Purchase  Discounts 


800  Other  Expense 

1  Interest  Expense 

2  Federal  Income  Tax 
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FIXED  EXPENSES 


Normally  the  three  schedules  of  fixed  expenses  (from 
which  the  monthly  journal  entries  can  he  made)  are  pre¬ 
pared  at  the  beginning  of  each  year.  Using  this  system 
reduces  to  a  minimum  the  work  required  to  arrive  at  the 
fixed  expenses  for  each  month. 


DEPRECIATION  SCHEDULE 

Basic  data  for  the  depreciation  schedule  will  he  obtained 
from  the  invoices  received  upon  purchase.  Building  depre¬ 
ciation  will  he  prorated  to  the  three  departments  on  the 
basis  of  floor  space.  All  other  charges  can  be  made  directly 
to  the  department  in  which  the  fixed  asset  is  located. 


INSURANCE  REGISTER 

Sources  of  entries  in  the  insurance  register  are  the  insur¬ 
ance  policies.  Building  insurance  will  he  distributed  on  the 
basis  of  floor  space,  contents  insurance  on  the  basis  of  valu¬ 
ation,  and  workmen’s  compensation  insurance  on  the  basis 
of  the  amount  of  the  payroll.  All  other  charges  may  he 
made  directly  to  the  department  concerned. 


TAX  SCHEDULE 

In  the  computation  of  taxes  applicable  to  each  month  it 
is  necessary  to  make  an  estimate  since  the  amount  of  the  tax 
w  ill  vary  somewhat  from  year  to  year  as  rates  and  valuations 
change.  This  estimate  is  probably  best  made  from  the  pre¬ 
vious  year’s  tax  payments.  At  the  end  of  the  year  an  adjust¬ 
ment  can  he  made  for  any  difference  between  the  actual  and 
the  estimated  tax. 

Real  estate  taxes  will  he  distributed  on  the  basis  of  floor 
space,  personal  property  taxes  on  the  basis  of  valuation, 
and  all  others  directly  to  the  department  concerned. 
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CASH  RECEIPTS  AND  SALES  JOURNAL 

The  Cash  Receipts  and  Sales  Journal,  as  its  name  indi¬ 
cates,  combines  into  one  record  the  recording  of  cash  re¬ 
ceipts  and  sales.  The  driver’s  daily  settlement  reports,  cash 
register  readings,  and  customers'  payments  form  the  main 
sources  of  entries.  The  column  headings  on  this  form  are 
self-explanatory. 

In  addition  to  this  basic  record,  however,  it  may  he 
desirable  to  maintain  a  summary  of  sales  by  units  in  order 
to  determine  plant,  selling,  and  administrative  expenses  per 
unit  or  point.  The  point  basis  is  usually  established  by 
starting  with  one  quart  of  milk  equalling  one  point.  Other 
products  are  converted  to  points,  with  their  unit  value 
depending  on  their  cost  and  sales  value  as  well  as  the  length 
of  time  necessary  to  complete  delivery  to  customers.  The 
headings  on  this  record  will  vary  from  plant  to  plant  depend¬ 
ing  on  the  products  produced. 

CASH  DISBURSEMENTS  AND  VOUCHER  REGISTER 

A  principal  function  of  the  Cash  Disbursements  and 
Voucher  Register  is  the  division  of  the  expenses  between  the 
plant,  selling  and  delivery,  and  administrative  departments. 
Provision  is  made  for  recording  on  one  form  all  transac¬ 
tions  involving  accounts  payable  and  cash  payments. 

Most  expenses  can  he  charged  directly  to  the  department 
creating  the  expense;  however,  some  expenses  such  as  rent, 
power,  and  labor  will  have  to  he  distributed.  Rent  should 
he  distributed  on  the  basis  of  floor  space,  and  power  is  one 
of  the  few  expenses  that  has  to  be  distributed  on  an  arbi¬ 
trary  basis. 

Labor  should  he  charged  directly  to  the  department 
where  the  work  is  performed.  In  cases  where  an  employee 
works  in  more  than  one  department,  the  labor  cost  should 
he  distributed  on  a  percentage  basis  based  on  the  approxi¬ 
mate  number  of  hours  worked  in  each  department.  Before 
posting  the  payment  of  salaries  in  the  Cash  Disbursements 
Journal,  the  distributions  may  he  made  in  the  payroll  hook, 
making  possible  a  single  entry  for  payment. 
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OPERATING  STATEMENT 

The  operating  or  profit  and  loss  statement  can  be  pre¬ 
pared  monthly  after  posting  all  entries  in  the  general  jour¬ 
nal  and  after  taking  the  end  of  the  month  inventories. 

The  current  month’s  figures  can  he  compared  with  the 
previous  month  or  with  the  same  month  of  the  previous 
year.  Also,  the  current  period  to  date  can  he  compared  with 
the  same  period  for  the  past  year.  Operating  figures  ex¬ 
pressed  by  percentages  in  proportion  to  100  percent  net 
sales  are  significant  figures  for  management  to  use  as  a 
measuring  stick  in  comparing  results  of  past  operations 
and  results  of  other  producers. 

During  1950,  several  Illinois  dairies  will  adopt  this  basic 
system,  and  through  the  Business  Management  Service  of  the 
University  of  Illinois,  comparative  dairy  operating  costs  will 
he  released  in  a  future  bulletin. 
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A  GRAPHIC  ILLUSTRATION  OF  A  DAIRY  ACCOUNTING  SYSTEM 
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The  following  bulletins  are  also  available  from  the  Busi¬ 
ness  Management  Service: 


1 

2 

102 

502 

601 

603 


THIS  IS  THE  BUSINESS  MANAGEMENT  SERVICE.  FREE. 

THE  REALTOR’S  BOOKSHELF.  FREE. 

w  1 

FEDERAL  SERVICES  AVAILABLE  TO  SMALL  BUSINESS.  FREE. 

INDUSTRIAL  ENGINEERING  FOR  DEPARTMENT  STORES.  FREE. 

ABC  OF  SUPERVISION.  FREE. 

TRAINING  THE  LIFE  INSURANCE  AGENT.  294  PP.,  $2.50. 


701 


THE  WHAT  AND  WHY  OF  STOCK  CONTROL.  FREE. 
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